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IowaA Review 
period may not increase the price paid by importers to the 
extent that there would be a significant negative impact on 
U.S. wheat qports. 
In summary, the elimination ofEEP is likely to marginally 
reduce U.S. wheat exports and expand competitors' market 
shares. The additionality of the program is projt:eted to be I 0 
to 15 percentover the projection period. Thus the. 
displ.acement of commercial exports ranges from 85 to 90 
percent. The results also suggest that the ability of the EEP to 
expand U.S. exports Is somewhat limited, mainly due to 
domestic policies of major wheat importers and exporters that 
insulate their prices from world price fluctuations. 
(For niore detai.led information see CARD Briefing Paper 97-
BP 15).+ 
The Potential Market for U.S. Pork Variety 
Meats in China 
Dermot Hayes (515-294-6185) 
Roxanne Cle1nens (51 5-294-884~) 
Chinese consumers view products such as loins and 
tenderloins. as uninteresting and lacking in taste. Chinese 
dishes call for small pieces of st•·ong-tasti ng products, and 
Chinese consumers will pay accordingly. 
Duri.ng a May 1996 visit, Dermot Hayes collected the prices 
shown in Table I for pork and pork variety meats at Chinese 
wet markets. and wholesale markets. (The prices are presented 
both.in U.S. dollars per pound and as the ratio of the meat or 
variety meat price to the loin price in order to avoid errors due 
to currency valuation.) 
The direct price comparison shown in Lfie table is somewhat 
S\!Spect because of production subsidies in China, questions 
about the exchange rate. and the. various locations from which 
the prices were collected. The price ratios are, however, an 
accurate measure of the taste differences that exist between 
Chinese and U.S. consumers. For example, pork stomach sells 
at a· 50 percent premium to loins in China. w.hereas stomach 
sells at 40 percent of the loin price in the United States. Lungs 
sell at only 2 percent of the loin price in the United States but 
at 20 percent of tbe loin price in China. 
The reason these ratios are so different is that, unti I recently. 
China has protected its variety meat market. Discussions 
between Hayes and numerous individuals along the Chjnese 
pork chain indicate that Chi nese restrictLons on pork variety 
meat imports are currently under review. One reason for this 
review is that the market pri'ce differences shown in the table 
( cominued on page 9) 
Iowa Cash Receipts 
Crops 
Livestock 
Total 
1996 1995 
(Mi/lioR Dollars) 
7,364 5.,891 
5 ;385 5,068 
12,749 10,959 
Average Farm Prices Reqeived 
by Iowa Farmers 
Corn 
Soybeans 
Oats 
Alfalfa 
All Hay 
Steers & Heifers 
Feeder Calves 
Cows 
Barrows & Gilts 
Sows 
Sheep. 
Lambs 
Turkeys 
• 
Eggs 
All Milk 
March 
1997 
2.65 
7.85 
2.03 
118.00 
11o~oo 
68.40 
72.70 
40.90 
51.40 
45,90 
34.50 
100.00 
Feb. 
1997 
($/Bushel) 
2.56 
7.30 
2.06 
($/Ton) 
119.00 
112.00 
($/Cwt.) 
64.70 
69.10 
37:30 
55.80 
48.60 
35.00 
96.10 
($/Lb.) 
0.45 0.4(3 
.($/Dozen) 
0.535 0.570 
($/Cwt.) 
12.90 12.80 
World Stocks-to-Use Ratios 
Corn 
Soybeans 
Wheat 
1996-97 
Feb. 
Projection 
10.94 
5.84 
20.94 
Crop Year 
1995-96 
Feb. 
Estimate 
(Percent) 
5.00 
7.84 
15.79 
Man:h 1997 CENTER FOR AGRICULTUR/\L t\ND RURAL DEVELOPMENT 
1994 
5,034 
5,105 
10,140 
March 
1996 
3.33 
6.87 
2.16 
89.00 
84.00 
61.70 
55.90 
31.70 
50.50 
36.90 
33.00 
73.20 
0.45 
0.622 
13.20 
1994/95 
16.57 
13.79 
20.48 
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are crearing a large and very visible black market in imported 
variety meats (mostly from the United States). The Chinese 
government's attitude seems to be that some control over this 
market is better than no control. Also. the Chinese government 
is acutely aware of recent food price inflation, especially in 
urban areas. Imported variety meats are viewed by urban 
Chinese as being much more palatable and more attractive 
than the frozen split sides currently on offer from S ichuan 
province. Chinese pork producers realize that they cannot 
produce sufficient variety meats to satisfy local tastes without 
producing a surplus of loins. 
These factors suggest that the United States could quite easily 
obtain a variety meats exemption as part of the World Trade 
Organization (WTO) accession agreements, and it is useful to 
speculate as to what might happen if Chinese resu·ictions on 
variety meat imports were lifted and a low or zero tariff was 
applied to imponed variety meats. 
Recently, China permitted the importation of selected variety 
meats for sale in hotels. The official tariff on these imports 
was 44 percent, to wh ich a 17 percent sales tax was added. 
Discussions between Hayes and Mr. Yao, the individual who 
imported these products. suggest that after paying tariffs and 
sales tax , the variety meats imported under the official 
exemption were just competitive with smuggled imports. This 
competitiveness would suggest that the tariff equivalent of the 
current ban is between 40 percent and 50 percent. 
Likely suppliers to China's variety meat market, should it be 
opened, would include the United States (with annual 
production of 8 mmt), Canada (production of 1.2 mmt), 
Denmark (production of 1.5 mmt), and the Netherlands 
(production of 1.36 mmt). Exporters that value variety meats 
(Eastern Europe, Taiwan, and Mexico) would not be in a 
position to supply this market. These potential exporters have 
a combined production of 12 mmt, carcassweight equivalent. 
Contrast this with Chinese production of 36 ·mmt and it 
becomes clear that variety meat prices in the rest of the world 
would tend to rise to Chinese levels, rather than for Chinese 
variety meat prices to fall to world levels. ln other words, 
China would be the dominant market in pork variety meats. 
To calculate the impact of this liberalization on the U.S. pork 
industry, we need to calculate the effect on U.S. drop credits of 
the removal of a 40 percent to 50 percent tariff. Because U.S. 
prices would rise to Chinese levels, this is equivalent to asking 
what a 40 percent to 50 percent increase in the U.S. drop credit 
would mean. 
Prior to the recent surge in U.S. pork variety meats exports, 
U.S. drop credits averaged $6.50 per hog. More recently, the 
drop credit has risen to about $10.50 per animal as exports 
have grown. This drop credit does not include all the items 
that could possibly be exported under such a ban, such as lard 
and ears, but it is a reasonable approximation of the current 
value of these products. A 45 percent increase in the U.S. 
drop credit would add $4.72 to the value of each hog carcass, 
or about $1 .90 per hundredweight. 
This additional value would eventually make its way back to 
U.S. hog producers, and it would do so without increasing 
retail pork prices in the United States. In fact, t11e U.S. broi ler 
industry has discovered that new export markets for chicke n 
legs and wing tips have actually reduced the cost of producing 
chicken breasts, thereby allowing U.S. poultry producers to 
become more competitive on the U.S. domestic market while 
at the same time improving profits. 
(continued on page 10) 
• 
Table 1. Price comparison for pork cuts and variety meats in China and the United States 
Marth llJY7 
Loin 
Lung 
Pork Stomach 
Pork Kidney 
Lard 
Feet 
Boneless Butt 
Ham 
Tongue 
Small Intestine 
Large Intestine 
Nape of Neck (incl. 
bones) 
Head Mask 
China Price 
($/lb.) 
1.20 
0.24 
2.16 
1.56 
0.72 
0.87 
1.20 
1.27 
1.61 
0.70 
0.38 
1.32 
0.33 
0 
Ratio of Product Ratio of Product 
Price to Loin Price 
in China 
N/A 
0.20 
1.50 
1.30 
0.60 
0.725 
1.00 
1.06 
1.35 
0.50 
0.31 
1.10 
0.28 
U.S. Price ($/lb.) 
1.32 
0.03 
0.54 
0.17 
0.25 
0.20 
0.81 
0.84 
0.55 
N/A 
N/A 
0.10 
N/A 
Price to Loin 
Price in U.S. 
N/A 
0.02 
0.40 
0.13 
0.19 
0 .15 
0.61 
0 .63 
0.41 
N/A 
N/A 
0.07 
N/A 
CENTER FOR AGRICULTURAl. AND RURAL DEVELOPMENT Paue 9 
• 
Iowa Ag Review 
Because U.S . hog producers and U.S. and Chinese pork 
processors would benefit from such a move while causing only 
a very small reduction in Chinese hog prices, almost all 
participants would benefit from such a change. Therefore. it 
SPECIAL ARTICLES 
The FAPRI Process Of Analysis 
William H. Meyers (515-294-1184) 
Darnell B. Smith (515-294-1184) 
Steven L. Elmore (515-294-6175) 
In several past issues of the Iowa Ag Review we have written 
about baselines and scenarios that the Food and Agricultural 
Policy Research Institute (FAPRI) produces. This article will 
clarify what FAPRI is and what it does. 
Background 
FAPRI was established in 1984 by a grant from the U.S. 
Congress. The primary focus of its research is on the analysis 
of domestic and international agricultural and trade policies. 
FAPRI is administered jointly by CARD at Iowa State 
University and the Center for National Food and Agricultural 
Policy (CNFAP) at the University of Missouri-Columbia. 
FAPRI!ISU is responsible for international modeling and 
analysis, while FAPRI/UMC is responsible for U.S. modeling 
and analyses. [n .addition to the two core cen.ters .. affil i'ate 
universities provide specialized expertise and multi-institution 
collaboration. 
FAPRI provides an annual baseline on the U.S. agricultural 
sector and world commodity markets directly to the Senate and 
House Agriculture Committees. Information is also 
disseminated to commodity organizations, farmers, 
agribusinesses, state legislators. and others interested in the 
agricultural economy . 
ln studies rangmg from the farm to the international 
marketplace. FAPRl uses comprehensive data and computer 
modeling systems to analyze the complex economic 
interrelationships of food and agricultural industries. 
F APRI Mission 
The objectives of the FAPRl program are: 
• Develop and maintain an analytical support system that 
facilitates research and analysis on food, agricultural, and 
trade policy issues. 
should be possible to obtain some concession in this area 
.during the WTO accession talks. The net annual benefit to the 
U.S. pork industry of such a concession is estimated to be 
approximately $300 mill ion per y(!ar.+ 
• Evaluate supply, demand, and policy factors in the United 
States and abroad that int1uence both short-term and long-
term trade prospects and patterns. 
• Provide information to help public policy participants and 
decision makers evaluate.trade and policy issues and 
.increase public understanding of these issues. 
FAPRI accomplishes its mis.sion by preparing baseline 
projec.tions each year for the U.S. agricultural sector and for 
international commodity markets. The multiyear projections 
are published as FAPRI Outlooks, which provide ·a starting 
point for evaluating and comparing scenarios involving 
macroeconomic, policy, weather, and technology v·ariables. 
The F APR I Process 
A look at a s ingle year's schedule provides some of the major 
milestones of each FAPRI baseline process. In mid-October 
of each year the bas·eline process begins. A me.eting of 
personnel from all the participating institutions is held to set 
the assumptions for the preliminary baseline or "melt down" 
that is held in November. The assumptions discussed range 
from worldwide policy assumptions to agronomic and 
biological assumptions to macroeconomic data issues. Shortly 
after the meetings, each analyst develops a ~ive-year 
preliminary asses~ment of supply. utilization. ~lnd certain 
pel icy assumptions for the commodities and countries for 
wl~ich that analyst is responsible. These preliminary 
~1ss~ssments are then distributed to select reviewers from 
academia. government. and jndustry for feedback on the 
specific paths· laid out in the analysis. 
After the reviewers have responded to the individual 
preliminary asse-ssments. all the members gather at Iowa State 
University in Ames for the melt down process, during which 
the members collaboratively solve the lin'ked commodity 
m~xlels . The major models that are run simultaneously are 
U.S. Crops. U.S. Livestock and Dairy, lnternational Crops, 
Internalional LivestOck and Dairy, and International Oilseeds. 
( cominued 011 pdge I J) 
March 1997 CENTER FOR AGRICULTURAL AND RU RAL DEVELOPMENT Pa2e 10 
-· 
